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Forelgn Busmess hvestments in the United States
~ New Survey Shows Steady Gmwtil

: TBIE report summarizes the principal
findings of the comprehensive survey of
foreign-controlled U.3. enierprises now
baing completed by the Office of Buai-
 ness Economics, Final detailed results
will be issued early next year in & snp-
plement to the Sorvmy or Current
Business: Foreign Dusiness Investmoents
in the Trnited States. 'With the results
of this study, giving benchmeark datn
for 19%%, it 13 now possible t¢ provide
more reliable data on the extent of for-
eigh direct investments in U.S. business
enicrprises, the indusiries concerned,
the principsl investing countries, and

the effect: of these enterprises on pur
domestic economy and balance of inter-
oational payments. Revisions of earlier
estimates of their earnings, capital fiows,
income poyments, and valuations hawe
olso been extended back to 1950 aod
carried forward to 1960,

Taken together with the companion
report, U8 DBusdness Investments in
Foreign Countries, tesued in December
1960, a wide range of data is provided
on tha scope and effects of the extension
of U5 enterprize abroad and of the cor-
responding foveign investmenis within
the United States. -

Backgronnd and Growth of Investments

FDREIGN inveators have maintained
substantinl investmonts in the United
States throughout our histery, but the
major emphasis hes besn on portfolio
holdings of securitiss rather than direct
investmenis. In 1929, a8 shown in the
first chart, totn] foreign direct invest-
ments hera amounted to abont §1.5 bil-
linn, while portfolio investments &t that
time were valued at over 54 billion,
According to the now survey, forgign
direct investments in the Tnited States
ot the end of 1960 totaled $6.9 billion,
double the 1950 amount. Foreign port~
folio holdings of U3, corporate securi-
ties and other Iong-term fAssefs in 1980
ware valued at $11.5 billion, so thot
direct invesimenis had moved yp 2ince
1022 ns & propoartien ol total long-term
foreign investments hera. For both
types of investmeni, most of the gain
in value, ot least since World War 11,
Tepresents reinvested earnings or vising
mirket walues, rather than inllows of
foreign capitel to the United States.
Between 1941 and the end of 1950
foreign direct investments here in-
cressed by an avernge of about 3100
million annvally, Capital inflows [rom

most countries were prevented by ex-
chnnge econtrols during the war and
enrltiar postwar years, and investinanis
valued at over $150 million were Tested
from enemy owners by the Alien
Froperty Custodian.

From 1950 through 1960 pgrowth
averaged £350 million annaally with
only moderate deviations from year to
year. Capital inflows avernged £15%
million annually in the period—in anly
2 years, 1836 and 1859, did it exeped
5200 million. Roinvested earnings aver-
pged F170 millien in the pericd, and
thern wers also some upward rovisisus
of assets. There doss not yob appesr
to be any sustained increnze in the rate
of Aow of foreign industrisl capital to
the United States, although there has
heen evidence of increased interest by
European companies.,

Investment hy Countries—
- British Holdings Largest

Investors [rom the Unibed Kingdom
have consistently been the Inrgest hold-
ers of direct invesbments in the United
States. Currently British investors ae-

count for nearly one third of the totel—
$2.2 billion; their share wans slightly
higher in 1950, nnd they held about half
tha totnl sarly in this century. AbwmE

" 40 poercent of the British investmext is

in the imsursnce industry, in which
United Kingdom firms hove long bad
an important position. Other sizadle
holdings are i wvaried manufacior-
ing pnterprises, a major patroleum
company, and in trading establishiments,

Other Buropean investors had a com-
bined drest investmant of $2.5 hillier
in the United States at the end of 1960,
about 2% limes the 1950 wmount.
Nethorlands companies hold a substan-
ginl part of this totnl, as indicated in
table 2, with petroleum investments
predominating. Other ziznble Nether.
lands investments here ars in mnpu-
facturing, particularly in artificinl fibors,
ebamicals and clecbronice.  Swiss inker-
ests are also substantial, accounting for
A large part of the inveslments in the
field of chemicals and pharmaceulicals,
and alse for n sizebla sharz of the total
for the insurines induvstry.

In the cnse of Belgiom and France,
investments are sizable but growth has
boen relatively slow. Germnan  and
Ttalisn interests here ware takon over
during the war, but hy the and of 1984
Italinn investments greatly exceeded
earlier amomis, while German invest-
ments, though expanding, wera stil} sub-
stantially undar the 1941 amounts, oe-
peciglly in the manulacturing industries.

Canndian direct investments in the
United States have ranked next in size
to those of the United Kingdom since
tha enrly part of this century. They
accounfed for about one quarter of the
Lotal in 1941, and that proportion was
mainiained in 1960 whan the total was
$1.9 billion. Cavadian investments
here have several special charncteristics.
The largest foreign direct investiment in
utilities in the United States arives [rom
the extension inte the United States of
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the major Canodisn reilroads, end
gizabla investmenta are connested with
fthe YJ.8, branches of Canadian Yfe
msurance companies snd hanks.

About 5300 million of the Canadisn

direct investments hers ars owned by
Cenadisn companies conirollsd in the
Tnited States, This inclades most of
the petroleym investment, Jn sddi-
tion, many of the Canadian compeniee
- with large holdings here, although not
ecoptrolled i the Tnited States, have
substantial amounts of their stock
owned in the United States.
; Direct investmenis in ths TUnited
States from other arens are compara-
tively small. For Lotin Americs, the
pnnmpal investment is in trading com-
panics.  Japanese direct in vestiments in
the Unifed States now are considerably
larger than ever befors; manufacturing
investments of some zize have been es-
tablishad, while some old trading and
financinl frms have retumned snd new
thes arg being established,

Investment by Industries—
" Manufacturing Leads

Many foreign manufacturing com-
panies, principally Evropean and & few
Copadien firms with a leading position
in their industries through patents,
production  fechniques, or extensive
experience, long ago established pro-
duction facilities in the United Steies.
A wide range of comnnodities hoaa heen
involved, including many chemicals,
artificial fibers, specialéy food products
and beveroges, textiles, paper producis,
and meny types of machinery. Fre-
quently the originel foreign inwest-
went has been mergad into, orsold to o
T.8. competitor. The contzibution of
forsign manufacturing enterprise to the
.5, econoemy has besan mamly to
widen the spectrwm of praductz aveil-
able, occasionally introducing products
of comeiderable importance. Foreign-
controlled enterprises have little weight,
in the apgpregats, in any major brench
of T1.8. manufasturing.

Over time, the commodity composi-
tion of the manufacturing investments
hss chenped congiderably. Food prod-
uets and beverages are now the largest
group (table 3) but ranked third in the
1930’s, while textile produects, which
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were than by fax the largest group, now
aceount for under 10 percent of the
tota]. Chemicale and related products
have been a major fisld for investment
for many years, whils the relative im-
pertancs of investments in pulp and
paper production bas inereased. |
Investments in finanee and insurancs
have consisiently made up a =izable
part of foreign direct investments in
the United States, accounting for about
one quarter of the totel sinca the 1030°s.

FORHGN DIRECT PNVESTMENTS Wl
THE UMITED STATES
. Have Rizen Subslunrinly In
Pastwar Poriod
& Over Holf Held by Cﬁnudu and
tha United Kingdom
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Over haif of the total represenis the
long-standing interest of British n-
surance compnnies and banks in the
U.B. economy. Canadian and Swiss
participations in thiz industry are also
Laxge. _

Foreign petroleumm investments in
the United States consist rnainly of the
British-Duteh interest in & major in-
tegrated company, the extension of
Canadian pipelines ints the United
Btates, and & faw smeller distribuiing
and produeing companizs, Mining in-
vestmenis by foreignars nre valued ot
tess than $100 million, althongh earlier
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in the history of the United States a
sizable amount of foreign capital en-
tered this industry. Iovestments in
agriculture axe now also quita small,
Inveatwnents in trading and distribn-
tion include some rotail establishments
hat sonsist mainly of firms organized ta
handle wholesale distribution of foreign-
mads produets in the United States.

Contrast With U.5. Invesi-
ments Ahroad

There are profound diffarsnees hoth
in size and effect batween foreign dirsct
investments in the United States and
the same catepory of U8, investments
abroad. W5, investments abrond are
approximately five timeas as large, and
have nendy tripled since 1950, com-
pared to a2 donbling of foreipn diveet
investments here. Investments in re-
sourca development and related process-
ing facilities make vp- nearly one-half
of .5 direct investments abrosnd, bug
aceonnt for less than one-fifth of the
foreign investinent here. On the ofher
hand, the foreign investmeant in TLS.
financia? and insorance enterprises
greatly excceds comparable LS. in-
vestments abrosad.

A comparedively amaell number of
European countries, and Conads, ac-
count for nearly all foreign direct in-
vestments here, while T7.8. companies
have invested in a wide range of coun-
triea, More recenily, however, the
interchange of direct investments hbe-
tween the United States and the indys-
trislized countries has bacome a greater
proportion of the fotal.

Earnings of foreipgn direet invest-
ments in the United Stntes, at $385
millien in 1960, were hot muck more
than one-fenth of the amount earned
by forcign subeidiaries and branches of
T8, compsahies. Moreover, whils earn-
ings shroad have doubled sinee 1050,
Ingging somuewhat behind the growth of
investments, sarnings on foreign direct
investments in the United Statas hava
incrensed only slightly. These differ-
ences in earnings in pait reflect the
varying indusiry composition of the
investments, but alse appasr to be in
line with the general profite experience
of industry abroad as compnred with
.58, industry.
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Bolarnce-ofpayments effects

" Tha impset of foreipn direct invest-
menta in the United States on our hal-
ance of payments i relatively minor.
Payments of dividends, intersst and
branch profita bave tended to risze
moderataly in the past decads, and on
the average have exceeded capital in-
flows by about $40 million azouslly.
In addition, payments of fees and
royaliies are currently &t & rate of
about $40 million a year,

Offsatting these outlays, thare is some
savings om .3, imports to the extent
foreipn-owned plants here produce itema
which otherwise might be brought in
from abroad. On the whole, however,

the effects of these investments on oug’

international fransactionz are insignifi-
cont compared to the Tesults of the
foreign operations of U.5, companies,
Moreover, the latter typically alse have
# sizable impaet on the domestic econo-
tmiga of the eountriss in which they are
lncated. '

Structure of Investments

Total asseta of the enterprizes in the
United Stotes controlied from abrond
wore %8.4 billion at the end of 1959, the
Fear ¢overed by the complete survay,
after consolidating domestie smbeidi-
aries, and exclusive of fnaneial and
insgronce enterprises. Gross fixed as-
sots were $6.3 billion, reduced to .4
Lillion when depreciation reserves sre
deducted. Thus net fixed asssts were 8
little over 40 percent of total consoli-
dated assets.

! the net fixed assets, $1.4 hillion
were employed in the patroleurn indus-
try and $1.2 billion in marulactoring,
Thesa amounts reprasent roughly 6 per-
cané of the net fixed assets of the domas-
tis petrolentn industry (integrated com-
paniesy and 2 percent of such assets
employed in other manufacturing indus-
wies. The foreign-conirolled companies
bad semewhet lower ratios of net fixad
aasets o total assets than all domestic
corporations in these industries,

Current assets of $4.4 hilion were
ceniersd i the receivables and cash
sssets of the manufacturing and irsdiog
companiss. ’
Foreign and U.8. ownership

Foreign investors had an investment
of nearly £5 billion in these enterprizes
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{finance and insurance excluded) st the
end of 1858, and U5 residents hed
provided $3.4 billion of the capikal
employed. Total liabilities of the com-
panies were § billion, maioly short-
term, and almest two-thirds of this
was owed to 7.3, residents, OQf the
nearly $4% billion equity investment in
capital stock, surplus, and bome office
accounts (after consolidating subsidi-
aries), the foreign share was over 80
percent, however, and the U8, equity
ownership was mainly confined to

13

is in firms incorporated in the United
Stetes, Unincorporated branches Lere
of foreign companies are significant only
in the finance and insurance categories,
where this form of organization is
usnally necessary lbecauwse the full
resources of the parenb ate bto some
extent involved.

In other industries, about 10 percent
of the manufacturing investment s held
i the branch form. This proportion is
probably less than in the early postwar
yvenrs, as ceriain tax ndvantages for

COMPARISON OF DIRECT INVESTMENTS—

» FORBIGH INVESTMENTS Here Abowd One-Fifth of LS. INVESTMENTS Abrood
# Growih of Forelgn Investments Here Lass Thon in U5, lnvestmasnrs Abroad
# Heavy Concentration in Manvfuctyring and Petrelesm
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minerity interests in a faw Iargs petro-
leum angd wsoufscturing anberprises.

Thiz structure of ownership is guite
gimilar to that for U.S, direet invest-
ments abroad, which obizined 40 par-
cené of their invested funds in the
conniries where they were located.
The foreign shave was alse maioly in the
form of debt, with the proportion of
aquity ownership by minority stock-
holders abroad aggregating only about
20 percent of the total equity invest-
ment. )
Subsidiaries pradominete

Orver 50 percent of the valua of foreige
diract investmenis in the United States

LR L]

this formm have been  eliminated.
Largely becanss of tax advantages in
the mining and petrolevm industrias,
o Jurger proportion of 1153, direet inveat-
ments abroad ig organized as branches,

A wary large part of the arcumniated
foreign investment in the United States
15 in subsidiaries and branches originally
organizad or acquired before 1841,
Some 30 percent of the investment in
manufaoturing ia in these old-estab-
lishad enterprises. From 1950 through
1059 a congidarsbla numhber of new
manufacturing enterprises were formed,
aceounting for nearly 20 percent of the
1959 investment total,
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Eammgs and Qutput

FARNINGS of the farcign-controiled
enterprises here hove ranged generally
" betwesn 3300 million and $400 million
4 yvear in the past decade, with & tend-
.ency to rise in the last 2 years. This
" overnll experience is noi dissimilar from
"iha behavior of al! TL3. corporate
Jprofits (after iax), which showed no
. stustained trend in the period, Im both
" eages, althougl the record of individual
componies varied greatly, the overall
result was a gradual decline in the ratio
of profits to capital employed. As
noted ahowe, TNS, direct investments
abrosd hod a genernlly Lietter carnings
rasult.
.. Earnings of manufacturing companiea
bave shown the stromgest gaine o
recent years, and have been grester in
most years than thess of any other
major industry. Howover, aggregnte
carnings of the foreign invesiments in
mannfacturing in  relation tp  the
amounts invosted appesr to Be some-
what Jowear than for all domestic manu-

:ASSEI'S AND DWHERSHIPF OF FOREIGN
© PHRECT MIVESTMEMTS W THE
UFMITED: STATES™ 1959
@ Cirrant Ackets Moks Up More Than
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# U5 Residenns Own Svbstantiol
Minarity Shara .
Bilion %
‘10

7
2 |

BY LS,
RESIDENTS

LIABILITIES ANE
HET WORTH

ASSETS

" Mot incding fioonce ond Tnmwroncs

3" Duaparimawl ol Comnied, OMes af Bl e Faldibing] El=H-1)

fmetwring, at leagi I recand years.
Within the agoregmie individual eom-
panies have had extramely voriad
resnlis. .
Eamings of the patrolsum enter-
prizes have likewise shown little overall
upward trend. Ipsuranes company
. earnings have varied listle from year to
yeor, exceph for thae 1966-58 period
whon underwriting Tesulta were very
poor, Ewrnings of other fnanciel anier-
prizes, mainly banks, have risen moder-
abely over the pist decade, 43 ineregsiog
amopunts kave beer loaned and investad
ir the United States through these

firms.
Ineome poid out

For the 1950-6¢ period as a whols,
nearly 60 percent of all earnings of
foreign direct investments in the Unitad
States were paid out as dividends or
branch profits. The latter are for the
most part not actually transferred
abroad but reinvested here. Eliminat-
ing the branches, the proportion of
corporate ewrnings disteibuted aobroad
hes been roughly 50 percent.

There has been a moderate rise in
income payments abroad in recent
years, reaching o peak of $247 million
in 1960 when dividend payments by
petroleum compnaies Tose sharply,

A major ghare ol the income pay-
ments 15 ascounted for by the finance
and insurance coberprices, mainly in the
form of bronch profits and interest pay-
wents. - Ditidend disteibutions hy
peiroloum companies have tonded to be
less than one-third of sornings. MMano-

{acturing investments have gradually

mereased the nucunt of dividends paid
obread, although over the past decade
distributions bave averaged only about
che-third of sarnings.

-Retolned earnings finance growth

As noted earlier, tha high proportion
of ecornings retained in tha Tinited
States hns been the mest imporiant
fastor in the postwar growth of foreign
direet investments here. Of the §3.5
billion added to the volue of these
investmenta bhetwean 1060 and 1960,
$1.7 billior wes undistributed profits of

+trQetober - 1HgL

corperationsz, and at {least $0.3 billion of

.branch profits was retained in the
. United Stakes.

Retained emrnings  secounted for
nesrly half of tha $1.5 billion added o
manufacturing investments sinca 1950,
and reinvested earnings were squal to
seven-pighths of tha zatire increase of
5200 million in the petroloum industry
in the peviod.

Boles and exponses

Total sales and revenupes reported by
the foreign-controlled companies in
1959 wera 5.1 hillion (axcluding fingnca,
insurance, and distiibation). Tncome
from other sotress was mingr.

Sales of the petroleum companies
were §2.4 billion, very largdy by one
large company with o sizable participa-
tion in the domesiic industry,

Muoonfacturing compenies had sales
of 35.1 billion, of which the laroest
components were $2.3 billion in food
products and beversges and #0.9 billion
in chewicals and related products. In
the nzgregate, these amounts are quite
small proportions of total domestic
corporate sales, although in o fow
specific products, such as alecholic

EARNINGS OF FORRIGN DARECT

INVESTMENTS in the United Sualas

# Mo Maorkad Trend tn Detotde

» Major Indusivies os Well as Tetal
Held Steady
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haversges, the shara of these companios
may be of some importance,

About three-quazters of the sales
proceeds were nzed in 1959 to cover the
onst of ponds sold snd depreciation.
Income tsxes paid here smounted to
over $200 million, and s compnrable
amonbt waz paid for other taxes.
Other expenses, and unallocated coats,

SURVEY OF CURRENT BUSINESS

smounted to $1.1 billion. Netearnings
o thess sales were aboub $320 million,

Bales awnd distribution enterprises
controlled abroad reported sales of $4.3
billion, with coats of goods seld amount-
ing to $4 billion and income taxes to
$34 million, Wet incoeme of thesa
trading eompanies in 1950 was 386
million.
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Natienal Income and Profits
{ Continued from p. 10}

of the business cyele. As produetion
end sales rise in a typical recovery
- period, higher-than-average gsing in
produstivity are achisved in key in-
dustries as productive capacity and
persontiel are mora fully vtilized.  Fixed
poetz cnn be spread over & Inrger volune
of production. In addition, the fraits
of technological developments, and

cost-cutting programs that are insti-

tuéad whan dernsnd is slael, materialize

in pertods of exparnding produetion and

sales, The date on profit marging in

the recent period ars conefstent with

such azpectations. In menufasturing,

marging sppear b have risen mubatan-
tielly in tha second gquarter, principally

in the durabla goads ares.

Outobar 1981

Capital Flow to the United
States

Inflows of foreign capital for direct
mvestment in the United Stades have
tended to rise somewhat over the past
decade, clthough the movement from
Feoar to year hes besn irregular

About 55 percent of the capital in-
flow in the pasi decads ceme from
Burope, and over 80 percent of the
195060 inflow, Forly percent of the
inflow sinee 1650 hae ocome from
Capnda, but with a mnmdera.bla in]]mg
off in 1059-60,

Irgflosw lnrgest for mmqucmring

Half of the capital inflow for direct
imvestments in the United States since
1450 has baen for menufacturing enter-
prises. loflows for this industry ragis-
tered higha of over $100 millioo
saouelly in 1955 and 1956, aud again
in 1339,

Tu the eatlier 2 years most of the
incoming funds were to old-established
Canndiao and Uhited EKingdom invest-
meots. In 1059 a record inflow of $145
million for meoufacturiog occurred ns
inflows of this type were combined wigh
largs inflows for newer investments in
several branches of manufacturing, in-
cludiog larger inflows from continental
Eurape.

Petroleumn investments in the United
Statea by foreign companies have in-
vojvad wery Hittle capital inflow since
1056. Ths largest dows were from
Cooada in the 195254 pericd when
connesting  pipshne:s  were  being
finanoed. Thesa investments ars baing
nmortized and there have bagn nat cuat-
fiows sinee 1958.

Sizable capital inflows for the in-
surancs industry reflect primarity the
retention hete of branch profits, Veri-
ability in the capital flow rasults mainly
from the sherp awings in earning= in
S0TRE FOBIS.

For the “octbaer” mdustries taken
together there is no evident trend in
capita] inflowsa, although pealks of about
$75 miifion were ragistared in 1056 end
azain in 1959. T the former yesr
there were large Cagadiae investmenis
ju refail trede, while raweh of the in-
crense ja the inflow in 1959 wes con-
nected with wholesala distribution of
auntomobiles and other products.




